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Bd ROGERS & LABAN, PA

CERTIFIED PUBLIC ACCOUNTANTS AND FINANCIAL CONSULTANTS

INDEPENDENT AUDITOR’S REPORT

Mr. Thomas L. Wagner, Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

We have audited the accompanying financial statements of the South Carolina Department
of Disabilities and Special Needs (the Department) as of and for the year ended June 30,
2000, as listed in the table of contents. These financial statements are the responsibility of
the Department's management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and
Government Auditing Standards. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

The accompanying financial statements of the South Carolina Department of Disabilities and
Special Needs are intended to present the financial position and results of operations of only
that portion of the funds and account groups of the State of South Carolina that is
attributable to the transactions of the South Carolina Department of Disabilities and Special
Needs, a department of the State of South Carolina, and do not include any other funds of the
primary government of the State of South Carolina.

In our opinion, the financial statements referred to in the first paragraph present fairly, in
all material respects, the financial position of the South Carolina Department of Disabilities
and Special Needs as of June 30, 2000 and the results of its operations for the year then
ended in conformity with generally accepted accounting principles.

Our audit was performed for the purpose of forming an opinion on the financial statements of
the Department taken as a whole. The supplemental information listed in the table of
contents is presented for purposes of additional analysis and is not a required part of the
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financial statements. Also, the accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations,
and is not a required part of the financial statements. Such information has been subjected
to the auditing procedures applied in the audit of the financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the financial statements taken
as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
March 21, 2001, on our consideration of the Department’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grants. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

QV-VW"LG’&‘”‘/ P4

Columbia, South Carolina
March 21, 2001



South Carolina Department of Disabilities and Special Needs
Combined Balance Sheet - All Fund Types and Account Groups
June 30, 2000

Governmental Fund Types

Special Capital Debt
General Revenue Projects Service
ASSETS AND OTHER DEBITS
Cash and Cash Equivalents $ 18,119,796 $ 81,036 $ 14,664,290 $ 6,596,617
Investments 320,570
Receivables (net):
Medicaid 13,237,787
Care and Maintenance 310,217
Capital improvement Bonds 2,739,333
Other 32,598
Due from General Fund of the State 4,173,178
Due from Other Funds 200,414 3,898,113 304,529
Due from Grantors 14,063 310,772
Due from Other State Agencies 42,462
Advances to Other Funds 12,500 1,000
Inventories 596,665 1,534
General Fixed Assets
Amount Available in Debt Service Funds
Amount to be Provided for
Retirement of Long-term Obligations
TOTAL ASSETS AND OTHER DEBITS 3 38,704,935 3 405,842 $ 21,301,736 $ 7,244,961
LIABILITIES, FUND EQUITY AND OTHER CREDITS
Liabilities:
Accounts Payable $ 6,491,321 $ 109,213 $ 120,149
Retainages Payable 28,203
Accrued Payroll and Related Benefits 6,577,677 5,150
Due to the General Fund of the State 2,450,976 387
Due to Other State Agencies 85,306
Due to Other Funds 200,414 3,898,113
Advances from Other Funds 1,000
Deferred Revenue 1,534
Funds Held in Trust
Compensated Absences Payable
Notes Payable
Total Liabilities $ 15,606,280 $ 316,698 3 148,352 $ 3,898,113
Fund Equity and Other Credits:
Investment in General Fixed Assets
Fund Balances:
Reserved for:
Capital Project Expenditures $ 21,153,384
Inventories $ 596,665
Work Activities $ 89,144
Debt Service $ 3,346,848
Unreserved, Undesignated 20,501,990
Total Fund Equity and Other Credits $ 21,098,655 3 89,144 $ 21,153,384 $ 3,346,848
TOTAL LIABILITIES, FUND EQUITY AND
OTHER CREDITS $ 36,704,935 $ 405,842 $ 21,301,736 $ 7,244,961

See Accompanying Notes to Financial Statements



Fiduciary
Fund Type

Account Groups

Agency

General
Fixed
Assets

General
Long-Term
Obligations

Totals
{Memorandum
Only)

$ 2,502,074

8,125

$ 103,768,784

$ 3,346,848

6,200,430

$ 41,963,813
320,570

13,237,787
310,217
2,739,333
40,723
4,173,178
4,403,056
324,835
42,462
13,500
598,199
103,768,784
3,346,848

6,200,430

$ 2,510,199

$ 103,768,784

$ 9,547,278

$ 181,483,735

$ 304,529
12,500

2,193,170

$ 7,730,854
1,816,424

$ 6,720,683
28,203
6,582,827
2,451,363
85,306
4,403,056
13,500
1,534
2,193,170
7,730,854
1,816,424

$ 2,510,199

$ 9,547,278

$ 32,026,920

s

$ 2,510,199

$ 103,768,784

$ 103,768,784

21,153,384
596,665
89,144
3,346,848
20,501,990

$ 103,768,784

$ 149,456,815

$ 103,768,784

$ 9,547,278

$ 181,483,735




South Carolina Department of Disabilities and Special Needs

Combined Statement of Revenues, Expenditures,

and Changes in Fund Balances
All Governmental Fund Types
For the Fiscal Year Ended June 30, 2000

Revenues:
State Appropriations
Federal Grants and Reimbursements
Other Grants and Contracts
Education Improvement Act Funds
Medicaid
Client Fees
Work Activity Centers
Patient Day Fees
Canteen Sales
Donations
Investment Income
Court Fines
Sale of Land and Building
Other Revenues

Total Revenues

Expenditures:
Administration
Prevention
Mental Retardation Family Support
Mental Retardation Community Residential
Autisim Family Support
Autism Community Residential
Head and Spinal Cord injury Family Support
Head and Spinal Cord Injury Community Residential
Regional Centers Residential
Capital Qutlay
Repair and Maintenance
Debt Service:
Principal
Interest

Total Expenditures
Excess Revenues Over (Under) Expenditures

Other Financing Sources (Uses):
Remitted to the General Fund of the State
Indirect Costs Remitted to the General Fund of the State
Indirect Cost Recoveries Retained for Agency Use
EJA Funds Remitted to the State Department of Education
Operating Transfers:
From Debt Service Fund to General Fund
From Debt Service Fund to Capital Projects Fund

Total Other Financing Sources (Uses)

Excess Revenues and Other Financing Sources Over (Under)
Expenditures and Other Financing Uses

Fund Balance, July 1, 1999
Increase in Reserve for Inventories

Fund Balance, June 30, 2000

See Accompanying Notes to Financial Statements

Special Capital Debt
General Revenue Projects Service
$ 142,315,111
82,988 1,401,767
534,927
804,298
177,116,424
$ 3,681,222
102,379
6,891,049
20,422
161,353
13,390 390,206
117,303
$ 372,000
44,406
$ 328,101,671 1,504,146 $ 372,000 $ 4,071,428
$ 8,895746 434
4,996,081 200,233
79,078,834 975,472
124,842,823 21,047
3,848,651 34,640
5,917,171 6,649
5,371,427 2,629
514,390 2,796
94,275,148 257,408
$ 675,561
1,079,791
$ 275,941
132,719
$ 327,740,271 1,501,308 $ 1,755,352 $ 408,660
$ 361,400 2,838 $ (1,383,352) $ 3,662,768
$ (6.874,664)
(3,853,499) (16,802)
6,483 (6,483)
(83,980)
126,000 $  (126,000)
$ 7,833,986 (7.833,986)
$ (10,679,660) (23,285) $ 7,833,986 $ _ (7,959,986)
$ (10,318,260) (20,447) $ 6,450,634 $ (4,297,218)
31,388,887 109,591 14,702,750 7,644,066
28,028
$ 21,098,655 89,144 $ 21,153,384 $ 3,346,848




South Carolina Department of Disabilities and Special Needs
Statement of Expenditures - Budget and Actual - All Budgeted Funds
For the Fiscal Year Ended June 30, 2000

Personal Services
Other Operating Expenses
Case Services
Employer Contributions
Allocations to Private Sector
Allocations to State Agencies
Special ltems:
Special Olympics
Greenwood Genetics Center
Total Expenditures

Personal Services
Other Operating Expenses
Case Services
Employer Contributions
Allocations to Private Sector
Allocations to State Agencies
Special Items:
Special Olympics
Greenwood Genetics Center
Total Expenditures

Personal Services
Other Operating Expenses
Case Services
Employer Contributions
Allocations to Private Sector
Allocations to State Agencies
Special ltems:
Special Olympics
Greenwood Genetics Center
Total Expenditures

BUDGETARY GENERAL FUND

Legal Actual on Variance
Basis Budgetary Favorable
Budget Basis (Unfavorable)
$ 44,933,327 $ 44,863,790 $ 69,537
83,777,643 83,645,378 132,265
1,299,781 1,295,675 4,106
13,649,292 13,608,658 40,634
24175 24175 0
$ 143,684,218 $ 143,437,677 $ 246,541
OTHER BUDGETED FUNDS
Legal Actual on Variance
Basis Budgetary Favorable
Budget Basis {(Unfavorable)
$ 23,088,361 $ $ 100,061
168,647,685 151,239,778 17,407,907
5,636,753 4,373,676 1,263,077
6,954,105 6,910,964 43,141
42,800 34,451 8,349
7,200 4,215 2,985
126,000 126,000 0
$ 204,502,904 $ 185,677,384 $ 18,825,520
TOTAL BUDGETED FUNDS
Legal Actual on Variance
Basis Budgetary Favorable
Budget Basis {Unfavorable)
$ 68,021,688 $ 67,852,091 $ 169,597
252,425,328 234,885,156 17,540,172
6,936,534 5,669,351 1,267,183
20,603,397 20,519,622 83,775
42,800 34,451 8,349
7,200 4,215 2,985
24175 24,175 0
126,000 126,000 0
$ 348,187,122 $ 329,115,061 $ 19,072,061

See Accompanying Notes to Financial Statements



South Carolina Department of Disabilities and Special Needs

Statement of Changes in Assets and Liabilities
Agency Fund Type
Clients’ Funds

ASSETS

Cash and Cash Equivalents
Accounts Receivable

TOTAL ASSETS

LIABILITIES
Due to Debt Service Fund
Advances from Other Funds
Funds Held in Trust

TOTAL LIABILITIES

For the Fiscal Year Ended June 30, 2000

Balances Balances
July 1, 1999 Additions Deductions July 1, 2000
$ 1,705,603 $ 7,738,688 $ 6,942,217 $ 2,502,074
4,699 3,426 8,125

$ 1,710,302 $ 7,742,114 $ 6,942,217 $ 2,510,199
$ 304,529 $ 304,529

$ 12,500 12,500
1,697,802 7,437,585 $ 6,942,217 2,193,170

$ 1,710,302 $ 7,742,114 $ 6,942,217 $ 2,510,199

See Accompanying Notes to Financial Statements




SOUTH CAROLINA DEPARTMENT OF DISABILITIES
AND SPECIAL NEEDS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2000

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of all funds of the South Carolina Department of Disabilities and Special Needs were
prepared in conformity with generally accepted accounting principles (GAAP) as applied to governmental entities.
The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. A summary of significant accounting policies follows.

a. Reporting Entity

The core of the financial reporting entity is the primary government which has a separately elected governing body.
As required by generally accepted accounting principles, the financial reporting entity includes both the primary
government and all of its component units. Component units are legally separate organizations for which the elected
officials of the primary government are financially accountable. The primary government is the State of South
Carolina. The State has determined that the Department is a part of the primary government, but is not legally
separate.

An organization other than a primary government may serve as a nucleus for a reporting entity when it issues
separate financial statements. That organization is identified herein as a primary entity. The funds and account
groups of the Department are included in the Comprehensive Annual Financial Report of the State of South Carolina.

The primary entity is financially accountable if it appoints a voting majority of the organization’s governing body
including situations in which the voting majority consists of the primary entity’s officials serving as required by law
(e.g., employees who serve in an ex officio capacity on the component unit's board are considered appointment by
the primary entity) and (1) it is able to impose its will on that organization or (2) there is a potential for the organization
to provide specific financial benefits to, or impose specific financial burdens on, the primary entity. The primary entity
also may be financially accountable if an organization is fiscally dependent on it even if it does not appoint a voting
majority of the board. An organization is fiscally independent if it holds all three of the following powers:

Determine its budget without another government’'s having the authority to approve and modify that
budget.

2. Levy taxes or set rates or charges without approval by another government.

3. Issue bonded debt without approval by another government.

Otherwise, the organization is fiscally dependent on the primary entity that holds one or more of these powers.

The Department of Disabilities and Special Needs is an agency of the State of South Carolina established pursuant to
Section 44-20-10 et seq. of the 1976 Code of Laws of the State of South Carolina, as Amended. The laws of the
State and the policies and procedures specified by the State for State agencies are applicable to the activities of the
Department. The mission of the Department of Disabilities and Special Needs is to improve services for citizens with
mental retardation, autism, head and spinal cord injuries, and related disabilities. The Department advocates for
people with mental retardation, autism, head and spinal cord injuries or related disabilities both as groups and as
individuals to achieve access to appropriate services from all public agencies in South Carolina. When needed
services cannot be achieved through such public agencies, the Department seeks resources to provide such
services. The Department coordinates through local service coordination those services provided by other agencies
with those provided directly by the Department and county disabilities and special needs boards.

The Commission of the Department of Disabilities and Special Needs, whose seven members are appointed by the
Governor with the advice and consent of the Senate, is the governing body of the South Carolina Department of
Disabilites and Special Needs. The Commission administers the programs of the Department by setting policy,
which is implemented and carried out by the State Director and staff. The accompanying financial statements
present the financial position and revenues, expenditures and changes in fund balances solely of the Department of
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

Disabilities and Special Needs and do not include any other agencies, funds or account groups or units of the primary
government of the State of South Carolina.

b. Basis of Presentation - Fund Accounting

To ensure observance of limitations and restrictions placed on the use of resources available to the Department, the
accounts are maintained in accordance with the principles of fund accounting. This is the procedure by which
resources for various purposes are classified for accounting and reporting purposes into funds that are in accordance
with specified activities or objectives. Separate accounts are maintained for each fund; however, in the
accompanying financial statements, funds that have similar characteristics have been combined into fund types.
Accordingly, all financial transactions have been recorded and reported by fund type. In accordance with
governmental accounting standards, the portions of fund balances that are not available for appropriation and
expenditure and/or are legally segregated for a specific use are presented as reserved at June 30, 2000. The portions
of fund balances in which tentative uses have been established are presented as designated at June 30, 2000.

Governmental Funds

Governmental Funds finance most of the Department's governmental functions. The measurement focus of the
Governmental funds is on sources, uses, and balances of financial resources. Governmental funds include the
general, special revenue, capital projects and debt service funds.

The General Fund accounts for State appropriations which are approved by the General Assembly to fund operations
of the Department, Medicaid reimbursements, other revenues designated for Departmental operations, and
discretionary contributions, as well as expenditures for carrying out the related objectives. Additionally, revenues
which arise from collection of Intermediate Care Facilities for the Mentally Retarded's patient day fee, rental property,
sale of surplus supplies and equipment and other miscellaneous transactions which are remitted to the General Fund
of the State as required by statute are accounted for in the general fund.

The Special Revenue Fund accounts for financial activity for grants received from various Federal agencies and work
activity programs in which clients perform work for various companies which contract with the Department.

The Capital Projects Fund accounts for revenues earmarked for the purchase of, improvements to or repairs and
maintenance to real property, including the initial equipment in new buildings. Expenditures for these assets are
recorded in this fund and subsequently capitalized at cost in the general fixed assets account group if capitalization
criteria are met. Resources recorded in this fund include proceeds from State Capital Improvement Bonds issued by
the State and proceeds from Departmental Capital Improvement Bonds for which the Department is responsible for
repayment when converted to intrastate notes payable. Proceeds from sale of real property as authorized by Proviso
11.2 of the 1999 Appropriations Act and transfers from other funds approved by the State Budget and Control Board
are also recorded in this fund.

The Debt Service Fund accounts for charges to clients and third party insurers for room, board, and other services
which are deposited with the State Treasurer and are legally restricted for the retirement of intrastate notes payable to
the State. These notes represent the legal liability to repay draw downs from Departmental Capital Improvement
Bonds. The draw downs are used to fund capital projects. With approval of the State Budget and Control Board,
excess debt service funds may be used for specified capital project expenditures, awards to local disabilities and
special needs boards, and non recurring prevention, assistive technology, and quality initiatives. Additionally, the
General Assembly may authorize the use of debt service funds for purposes it deems appropriate. Principal and
interest due on Departmental Capital Improvement Bonds are recorded as expenditures in the year due.

Fiduciary Funds

Fiduciary funds account for resources the Department holds as trustee or agent for individuals. Fiduciary funds
include both trust and agency funds. Currently, the Department has only an agency fund.

The Agency Fund is custodial in nature and does not involve measurement of results of operations. Funds received

by clients for their care and benefit are recorded in the Agency Fund. Each residential center serves in a fiduciary
capacity with respect to receiving and disbursing these funds on behalf of the clients. The fund does not have any

9



NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

revenues or expenditures and therefore, does not have a fund balance. Transactions consist solely of receiving and
disbursing funds belonging to clients. The Department is at all times liable to clients for the cash balances held as
custodian.

Account Groups

Account groups are used to establish accounting control and accountability for a government's general fixed assets
and the unmatured principal of its general long term debt. The General Fixed Assets Account Group accounts for all
fixed assets of the Department. The General Long-term Debt Account Group accounts for all long-term obligations.
Long-term obligations include bonds, notes, capital leases, and compensated absences.

c. Basis of Accounting

Governmental fund revenues and expenditures are recognized on the modified accrual basis of accounting.
Revenues are recognized in the accounting period in which they become both measurable and available to finance
expenditures. Federal reimbursement type grants are recorded as revenues when the related expenditures are
incurred. Proceeds from capital improvement bonds are recognized in the year authorized. Expenditures are
recognized in the accounting period in which the fund liability is incurred, if measurable, except for unmatured interest
on general long-term obligations, which is recognized when due. Payments for prepaid items are recognized as an
expenditure in the year of payment. Transfers are recognized in the accounting period in which the interfund
receivable and payable arise. Agency fund assets and liabilities are accounted for on the modified accrual basis.

d. Budget Policy

The Department is granted an annual appropriation for operating purposes by the General Assembly of the State of
South Carolina. The appropriation as enacted becomes the legal operating budget for the Department. The
Appropriations Act authorizes expenditures from funds appropriated from the General Fund of the State and
authorizes expenditures of total funds. The Total Funds column in the Appropriations Act includes all budgeted
resources. A revenue budget is not adopted for individual agencies. The General Assembly enacts the budget
through passage of summary object of expenditure appropriations by program within agency within budgetary fund.
Budgetary control is maintained at the summary object of expenditure level of the agency entity. Agencies may
process disbursement vouchers in the State's budgetary accounting system only if enough cash and appropriation
authorization exist. Agencies may request transfers of appropriations among summary object categories and/or
among programs within the same budgetary fund.

Transfers of funds may be approved by the State Budget and Control Board under its authority or by the agency as
set forth in Appropriations Act Proviso 72.14 as follows: Agencies are authorized to transfer appropriations within
programs and within the agency with notification to the Division of Budget and Analyses and the State Comptroller
General. No such transfer may exceed twenty percent of the program budget. Transfers from personal services
accounts or from other operating accounts to personal services accounts may be restricted to any level set by the
Board.

Agencies may charge vendor, interagency, and interfund payments for fiscal year 2000 to fiscal year 2000
appropriations in July 2000. Up to 10% of original State General Fund appropriations to an agency may be carried
forward and expended in the next fiscal year. Any unexpended State General Fund monies as of June 30th in excess
of 10% of original appropriations automatically lapse to the General Fund of the State on July 31 unless authorization
is received from the General Assembly to carry over the funds to the ensuing fiscal year. State law does not require
the use of encumbrance accounting.

State law does not precisely define the budgetary basis of accounting. The current Appropriations Act states that the
General Assembly intends to appropriate all monies to operate State government for the current fiscal year. The
State's annual budget is prepared primarily on the modified accrual basis method of accounting with several
exceptions, principally the cash basis for payroll expenditures. Because the legally prescribed budgetary basis differs
materially from generally accepted accounting principles (GAAP), actual amounts in the accompanying budgetary
comparison statement are presented on the budgetary basis. A reconciliation of the differences between the
budgetary basis and generally accepted accounting principles basis is presented in Note 3.
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

The Statement of Expenditures - Budget and Actual - All Budgeted Funds presents actual expenditures on the
budgetary basis of accounting compared to the legally adopted and modified budget on a summary object of
expenditure basis. The level of legal control for each agency is reported in a publication of the State Comptroller

General's Office titled A Detailed Report of Appropriations and Expenditures.

e. Cash and Cash Equivalents

The amounts shown in the financial statements as "cash and cash equivalents” represent petty cash, cash on hand
with the State Treasurer, and cash invested in various instruments by the State Treasurer as part of the State's
internal cash management pool and cash on deposit in banks.

Most State agencies, including the Department, participate in the State’s internal cash management pool. Because
the cash management pool operates as a demand deposit account, amounts invested in the pool are classified as
cash and cash equivalents. The State Treasurer administers the cash management pool. The pool includes some
long-term investments such as obligations of the United Stated and certain agencies of the United States, obligations
of the State of South Carolina and certain of its political subdivisions, certificates of deposit, collateralized repurchase
agreements, and certain corporate bonds. For credit risk information pertaining to the cash management pool, see
the deposits disclosure in Note 4.

The State's internal cash management pool consists of a general deposit account and several special deposit
accounts. The State records each fund’s equity interest in the general deposit account; however, all earnings on that
account are credited to the General Fund of the State. The Department records and reports its deposits in the
general deposit account at cost, but it reports its monies in the special deposit accounts at fair value. Investments
held by the pool are recorded at fair value. Interest earned by the Department’s special deposit accounts is posted to
the Department’s account at the end of each month and is retained by the Department. Interest/investment earnings
are allocated based on the percentage of the Department’'s accumulated daily interest receivable to the income
receivable of the pool. Realized gains and losses are allocated daily and are included in the accumulated income
receivable. Unrealized gains and losses are allocated at year-end based on the percentage ownership in the pool.
Investment income includes interest and dividend earnings, realized gains/losses, and unrealized gains/losses arising
from changes in the fair value of investments.

Some State Treasurer accounts are not included in the State’s internal cash management pool because of
restrictions on the use of the funds. For those accounts, cash equivalents include investments in short-term highly
liquid securities having an initial maturity of three months or less.

f. Inventories

Inventories of food, medical supplies and drugs, and maintenance materials and parts are accounted for using the
"purchase" method whereby inventories are recorded as expenditures on acquisition and inventories on hand at year
end are reflected at cost in the assets section of the balance sheet except for USDA commodities which are reflected
at the fair market value on the date of acquisition using the first in, first out method. For financial statement purposes,
inventories on hand as of each year end are offset by a fund balance reserve account except for USDA commodities
which are offset by a deferred revenue account.

g. Fixed Assets

The Department capitalizes capital assets with a cost of $1,000 or greater and a useful life of at least two years.
Land, land improvements and infrastructure assets (streets, sidewalks, drainage systems and similar assets that are
immobile and of value to the Department only), buildings, furniture, fixtures and equipment, and construction in
progress capital outlays which are paid in full at time of acquisition are recorded as expenditures of the applicable
fund and simultaneously capitalized at cost in the general fixed assets account group. Donated fixed assets are
recorded at their fair market value on the date of contribution. Fixed asset additions purchased through installment
purchase or capitalized lease contracts are capitalized in the general fixed assets account group in the year of
acquisition at their total cost, excluding interest charges. Payments of principal on such contracts are recorded as
expenditures of the applicable fund and program from which paid. Net interest expenditures are not capitalized.
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30. 2000 (CONTINUED)

Cumulative capital project expenditures other than repair and maintenance projects are capitalized as land, land
improvements, buildings, and equipment, furniture and fixtures in the general fixed assets account group when the
projects are substantially complete and available for use. In accordance with generally accepted accounting
principles for governmental entities, a provision for depreciation of general fixed assets is not recorded.

h. Compensated Absences

State employees are entitled to accrue and carry forward at calendar year-end a maximum of 180 days sick leave
and 45 days annual vacation leave. Upon termination of State employment, employees are entitled to be paid for
accumulated unused annual vacation leave up to the maximum of 45 days, but are not entitled to any payment for
unused sick leave. At fiscal year end, state employees could have a maximum accumulated annual leave for which
they could be paid of 60 days. The Department calculates the gross compensated absences liability for unused
annual vacation leave based on recorded balances and reports the liability based on that portion the employer
expects to compensate employees for the benefits through paid time off or cash payments. In the governmental
funds, expenditures for compensated absences are recorded when payment is made. Therefore, the entire unpaid
liability for the governmental funds, inventoried at fiscal year end current salary costs and the cost of salary related
benefit payments, is recorded in the general long-term debt account group.

i. Indirect Costs Recoveries

The Department's indirect cost recoveries are calculated based on fixed rates negotiated annually. The Department
records indirect cost recoveries paid under federal grants as revenues in the special revenue fund. The Department
records indirect cost recoveries paid under non-federal grants and through Medicaid fees as revenues in the general
fund. Indirect cost recoveries must be remitted to the State General Fund except those received under research
grants which may be retained by the Department. Also, after January 1, 1999, federal grants and contracts whose
annual award is two hundred thousand dollars or less are exempted from the requirement to remit recoveries to the
State General Fund.

i. Totals (Memorandum Only) Column

Amounts in the "Totals - Memorandum Only" column represent an aggregation of the combined balance sheet line
items to facilitate financial analysis. Amounts in the "Totals - Memorandum Only" column are not comparable to a
consolidation.

k. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues,
and expenditures and affect disclosure of contingent assets and liabilities at the date of the financial statements.
Actual results could differ from those estimates.

Other Significant Accounting Policies

Other significant accounting policies are included in the succeeding notes to the financial statements.

NOTE 2. STATE APPROPRIATIONS

The Department is granted an annual appropriation for operating purposes as authorized by the General Assembly of
the State of South Carolina. State appropriations are recognized as revenue when received and available. Amounts
that are not expended by fiscal year-end are required to be returned to the General Fund of the State unless the
Department receives authorization from the General Assembly to carry the funds over to the next year.

The 1999-2000 original appropriation is the Department's base budget amount presented in the General Funds
column of Section 11 of Part IA of the Appropriations Act. The following is a reconciliation of the original appropriation
as enacted by the General Assembly to state appropriations revenue reported in the financial statements for the fiscal
year ended June 30, 2000:
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

Original Appropriation $131,365,150

Supplemental Appropriation from Surplus 1998-1999 General Fund
Revenues (Part IV of the 1999-2000 Appropriations Act):

Aging Caregivers/Residential Crisis Response 3,074,000

Crisis Prevention — Individual Family Support Services 2,294,000

Residential — Aging Caregivers 2,000,000
State Budget and Control Board Allocations:

Employee Pay Increases (Proviso 63C.10) 3,517,524

Contributions to 401K Account (Proviso 72.48) 139,122

Transfer from the Department of Health and Human Services
for Home and Community Based Waiver Services 275,574

Transfer to the Department of Health and Environmental Control

for Interagency Disabilities Prevention Program (11,400)
Revised Appropriation - Legal Basis $142,653,970
Funding for Net Payroll Accrual Adjustments (338.859)
State Appropriation Revenue - Accrual Basis $142,315,111

Certain of the Department’s payroll expenditures are funded from State General Fund appropriations. The
“Due from the General Fund of the State” reported in the General Fund represents monies due from the
State General Fund for applicable Departmental personal services and employer contributions expenditures
accrued at June 30, but paid in July from 2000-2001 appropriations. State law provides for such payroll costs
to be paid from the next year's appropriations.

Proviso 72.48 of the 1999-2000 Appropriations Act authorizes each agency to carry forward unspent State
General Fund appropriations from the 1998-99 fiscal year into the 1999-2000 fiscal year up to a maximum of
10% of its original appropriation less any appropriation reductions. Agencies which have separate carry
forward authority must exclude the amount carried forward by such separate authority from their base for
purposes of calculating the 10% carry forward. Pursuant to this proviso, the Department carried forward
$1,030,248 to this fiscal year. The Department carried forward $203,590 of appropriations from 1999-2000
to the 2000-2001 fiscal year pursuant to Proviso 72.44 of the 2000-2001 Appropriations Act.

NOTE 3. BUDGETARY REPORTING BASIS

The financial statements prepared on the legally enacted basis differ from the GAAP basis statements. Adjustments
of the GAAP basis of accounting to the budgetary basis of accounting consist principally of reclassification from
financial statement fund types to budgetary fund categories and reversals of payroll accruals and related fringe
benefits. The Statement of Expenditures, Budget and Actual - All Budgeted Funds presents all funds for which a
legal basis budget was enacted. Capital Projects and Debt Service Funds are not budgeted on an annual basis and
are omitted from the statement. Acquisition of fixed assets by donation are unbudgeted while capital lease purchase
transactions are budgeted in the year of payment. The following schedule reconciles the differences:
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

Financial Statement Budgetary
Fund Type Fund Category
Special General
General Revenue Fund Other

Expenditures on GAAP Basis  $ 327,740,271 $ 1,501,308

Fund Reclassifications:

State Appropriations (143,098,818) $ 143,098,818
Federal Grants (1,378,482) § 1,378,482
Other (184,641,453) (122,826) 184,764,279
Net Accruals:
Personal Services and
Employer Contributions 338,859 (465,377)
Expenditures on Legal Basis $ 0 $ Q $143437.677 $ 185,677.384

NOTE 4. DEPOSITS AND INVESTMENTS

All deposits and investments of the Department are under control of the State Treasurer who, by law, has sole
authority for investing State funds.

DEPOQOSITS:

The following schedule reconciles deposits within the footnotes to the balance sheet amounts:

Balance Sheet

Cash and Cash Equivalents $41,963,813

Footnotes

Cash on Hand $ 9,900

Deposits Held by State Treasurer 41,452,646

Other Deposits 501,267
$41.963,813

Deposits Held by State Treasurer

State law requires full collateralization of all State Treasurer bank balances. The State Treasurer must correct any
deficiencies in collateral within seven days. Information pertaining to the fair values and credit risk of the State
Treasurer's deposits and investments is disclosed in the Comprehensive Annual Financial Report of the State of
South Carolina. Deposits held by the State Treasurer include $92,164 in unrealized losses as of June 30, 2000.

Other Deposits

Funds not on deposit with the State Treasurer as of June 30, 2000 are Agency Funds with a carrying amount of
$501,267 and a bank balance of $524,036. These funds are fully insured or collateralized with securities held by the
Department’s agent in the Department’s name.

14



NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

INVESTMENTS:

The accounts classified as "Investments" in the general fund are comprised of donated corporate stocks held by the
State Treasurer in the Department's name and mutual funds, some of which are held by the State Treasurer and
others of which are held by counterparty or agent not in the Department's name. Investments are carried at fair
value.

The Department's investments other than mutual funds are categorized to give an indication of the level of risk
assumed by the entity at year-end. Category 1 includes investments that are insured or registered or for which the
securities are held by the entity or its agent in the Department's name. Category 2 includes uninsured and
unregistered investments for which the securities are held by the broker's or dealer's trust department or agent in the
Department's name. Category 3 includes uninsured and unregistered investments for which the securities are held
by the broker or dealer or by its trust department or agent but not in the Department's name. The Department has
investments in Category 1.

The fair value of the securities in Category 1 which are held by the State Treasurer in the Department's name at June
30, 2000 are $76,511 including unrealized gains of $42,603.

Also, the Department owns shares in mutual funds which are not subject to categorization, with a fair value of
$244,059 including unrealized gains of $41,777.

NOTE 5. RECEIVABLES

An analysis of significant receivables is as follows:

General Debt Service
Fund Fund
Total receivables $13,237,787 $950,300
Less: Allowance for doubtful accounts 0 102,736
Net receivables $13,237,787 $847.564
Amount available to meet current financial obligations $13,237,787 $310,217
Amount not available to meet current financial obligations $537,347

In accordance with the Department's revenue recognition policy as outlined in Note 1, the receivables presented on
the balance sheet are available to meet the current financial obligations. The above receivables not available to meet
the current financial obligations are disclosed as amounts due the agency to meet future obligations. Allowances for
doubtful accounts are based on historical analysis.

15



NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30. 2000 (CONTINUED)

NOTE 6. INVENTORIES

Inventories at June 30, 2000 consist of the following:

Food $216,627
Medical and Drugs 224,659
Maintenance Materials and Parts 156,913
$598,199
Less, USDA commodities reflected
in the Special Revenue Fund (1,534)
Totals $596,665

During fiscal year 2000 the Department received $6,593 of USDA commodities and
consumed $8,852 of USDA commaodities.

[ ——— —— )

NOTE 7. AMOUNTS DUE FROM/TO GENERAL FUND OF THE STATE

The amount due from the General Fund of the State at June 30, 2000 of approximately $4,200,000 represents the
amount due for personal services and the related fringe benefits expenditures accrued at June 30 for employees
funded by State Appropriations but paid on or after the subsequent July 1. South Carolina State law provides for the
payroll accruals being paid with subsequent year appropriations.

The amount due to the General Fund of the State from the General Fund at June 30, 2000 of approximately
$2,450,000 represents primarily Medicaid indirect and overhead cost recoveries and nursing home bed fees. The
Medicaid indirect and overhead cost recoveries and nursing home bed fees were remitted in July 2000.

The amount due to the General Fund of the State from the Special Revenue Fund of approximately $400 at June 30,
2000 represents indirect cost recoveries billed to grantors but not yet received at June 30, 2000.

NOTE 8. DUE BETWEEN FUNDS

Amounts due between the Special Revenue and General Funds represent short-term loans of approximately
$200,000 from the general fund to the federal grants fund within the special revenue fund to fund temporary deficit
cash balances. The short term loan of approximately $200,000 was liquidated in fiscal year 2001 when

reimbursements were received from federal grantors.

Amounts due between the Debt Service and Capital Projects Funds of approximately $3,900,000 represent transfers
which were approved prior to year end but not completed until July 2000.

Amounts due between the Agency and Debt Service Funds of approximately $300,000 represent payments received
and applied to clients debts to the Department which are being held at June 30, 2000 in the Agency Fund. This
liability was liquidated in July 2000.

The $12,500 advance between funds is a long term transaction to provide petty cash for client needs while the $1,000

advance between funds is a long term transaction to provide cash for the return check account as required by the
State Treasurer.

NOTE 9. CHANGES IN GENERAL FIXED ASSETS

A summary of changes in general fixed assets for the year ended June 30, 2000 follows:
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

Balances Deletions, Balances

July 1. 1999 Additions Retirements June 30, 2000
Land $ 1,681,319 $ 51,446 $ 1,629,873
Land Improvements 4,031,408 $ 52,791 4,084,199
Buildings 82,064,306 168,386 2,419,850 79,812,842
Equipment, Fixtures and Furniture 19,769,707 1,219,894 3,618,247 17,371,354
Construction in Progress 416,133 675,561 221,178 870,516
Total $107,962.873 $2.116,632 $6.310.721 $103,768,784

e ——————————————————

NOTE 10. CONSTRUCTION COSTS AND COMMITMENTS

The Department has obtained the necessary funding for the acquisition, construction, renovation, and equipping of
certain facilities. As of June 30, 2000 the Department had committed approximately $400,000 of these funds with
certain property owners, engineering firms, construction contractors, and vendors. Management estimates that the
Department has sufficient resources available to satisfactorily complete such capital projects which are expected to
be completed in varying phases over the next two years at an estimated cost of approximately $12,800,000. Of the
total cost, approximately $11,900,000 is unspent at June 30, 2000. Also, the Department has projects which will be
completed over the next two years at an estimated cost of $5,200,000 with approximately $4,000,000 unspent at
June 30, 2000.

NOTE 11. PENSION PLANS AND OTHER EMPLOYEE BENEFITS

Substantially all employees of the Department are covered by a retirement plan through the South Carolina
Retirement System (SCRS), a cost-sharing muitiple-employer defined benefit pension plan administered by the
Retirement Division of the State Budget and Control Board, a public employee retirement system. Generally all state
employees are required to participate in and contribute to the System as a condition of employment unless exempted
by law as provided in Section 9-1-480 of the South Carolina Code of Laws. This plan provides annuity benefits as
well as disability, cost of living adjustment, death and group-life insurance benefits to eligible employees and retirees.

The Retirement Division maintains four independent defined benefit plans and issues its own publicly available
Comprehensive Annual Financial Report (CAFR) which includes financial statements and required supplementary
information. A copy of the separately issued CAFR may be obtained by writing to the Retirement Division, 202 Arbor
Lake Drive, Columbia, South Carolina, 29223. Furthermore, the Division and the four pension plans are included in
the CAFR of the State of South Carolina.

Under SCRS employees are eligible for a full service retirement annuity upon reaching age 65 or completion of 30
years credited service. The benefit formula for full benefits effective July 1, 1989, for the System is 1.82% of an
employee's average final compensation multiplied by the number of years of creditable service. An early retirement
option with reduced benefits is available as early as age 55. Employees are vested for a deferred annuity after five
years service and qualify for a survivor's benefit upon 15 years credited service. Disability annuity benefits are payable
to employees totally and permanently disabled provided they have a minimum of 5 years of credited service.
A group-life insurance benefit equal to an employee's annual rate of compensation is payable upon the death of an
active employee with a minimum of one year of credited service.

Since July 1, 1988, employees participating in the SCRS have been required to contribute 6 percent of all
compensation. Effective July 1, 1999, the employer contribution rate became 9.50 percent which included a 1.95
percent surcharge to fund retiree health and dental insurance coverage. Effective January 1, 2000, the employer
contribution rate was revised to 9.71 percent which included a 2.16 percent surcharge to fund retiree health and
dental insurance coverage. The Department's actual contributions to the SCRS for the years ending
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June 30, 2000, 1999, and 1998 were approximately $4,980,000, $5,010,000 and $5,170,000, respectively, and
equaled the required contributions of 7.55 percent (excluding the surcharge) for each year. Also, the Department
paid employer group-life insurance contributions of approximately $100,000 in the current fiscal year at the rate of
0.15 percent of compensation.

Some of the employees are covered by the South Carolina Police Officer's Retirement System (PORS); a cost
sharing multiple employer defined benefit public employee retirement plan. Generally all full-time employees whose
principal duties are the preservation of public order, protection or prevention and control of property destruction by fire
are required to participate in and contribute to the System as a condition of employment. This plan provides annuity
benefits as well as disability and group-life insurance benefits to eligible employees and retirees. In addition,
participating employers in the PORS contribute to the accidental death fund which provides annuity benefits to
beneficiaries of police officers and firemen killed in the actual performance of their duties. These benefits are
independent of any other retirement benefits available to the beneficiary.

Under PORS employees are eligible for a monthly pension payable at age 55 with a minimum of 5 years of service or
25 years of credited service regardless of age. In addition, employees who have five years of credited service prior to
age 55, can retire yet defer receipt of benefits until they reach age 55. A member is vested for a deferred annuity with
5 years of service. The benefit formula for full benefits, effective July 1, 1989, for the system is 2.14% of the
employee's average final salary multiplied by the number of years of credited service. Disability annuity benefits and
the group-life insurance benefit for PORS members are similar to those for SCRS participants. Accidental death
benefits provide a monthly pension of 50% of the member’s budgeted compensation at the time of death.

Since July 1, 1988, employees participating in the PORS have been required to contribute 6.5 percent of all
compensation. Effective July 1, 1999, the employer contribution rate became 12.25 percent which, as for the SCRS,
included the 1.95 percent surcharge. Effective January 1, 2000, the employer contribution rate was revised to 12.46
percent which, as for the SCRS, included a 2.16 percent surcharge. The Department’s actual contributions to the
PORS for the years ending June 30, 2000, 1999 and 1998 were approximately $17,000, $14,000 and $16,000,
respectively, and equaled the required contributions of 10.3 percent (excluding the surcharge) for each year. Also,
the Department paid employer group-life insurance contributions of approximately $300 and accidental death
insurance contributions of approximately $300 in the current fiscal year for PORS participants. The rate for each of
these insurance benefits is 0.20% of compensation.

The amounts paid by the Department for pension, group-iife, and accidental death benefits are reported as employer
contributions expenditures of the applicable fund and program.

Article X, Section 16 of the South Carolina Constitution requires that all state operated retirement systems be funded
on a sound actuarial basis. Title 9 of the South Carolina Code of Laws of 1976, as amended, prescribes
requirements relating to membership, benefit and employee/employer contributions for each retirement system.
Employee and employer contribution rates to SCRS and PORS are actuarially determined. The surcharges to fund
retiree health and dental insurance are not part of the actuarially established rates. Annual benefits, payable monthly
for life, are based on length of service and on average final compensation (an annualized average of the employee’s
highest twelve consecutive quarters of compensation).

The Systems do not make separate measurement of assets and pension benefit obligations for individual employers.
Under Title 9 of the South Carolina Code of Laws, the Department's liability under the retirement plans is limited to the
amount of contributions (stated as a percentage of covered payroll) established by the State Budget and Control
Board. Therefore, the Department’s liability under the pension plans is limited to the contribution requirements for the
applicable year from amounts appropriated therefor in the South Carolina Appropriations Act and amounts from other
applicable revenue sources. Accordingly, the Department recognizes no contingent liability for unfunded costs
associated with participation in the plans.

At retirement, employees participating in the SCRS or PORS may receive additional service credit for up to 90 days
for accumulated unused sick leave.

Legislation amending State law relating to the South Carolina Retirement System (SCRS) was approved by action of

the Governor in November 2000. The amendment reduces from thirty to twenty-eight the years of creditable service
required to retire at any age without penalty and will make other changes effective January 1, 2001.
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NOTE 12. POST RETIREMENT AND OTHER EMPLOYEE BENEFITS

In accordance with the South Carolina Code of Laws and the Annual Appropriations Act, the State of South Carolina
provides certain health care, dental, and life insurance benefits to certain active and retired State employees and
certain surviving dependents of retirees. All permanent full-time employees and certain permanent part time
employees of the Department are eligible to receive these benefits. The State provides post employment health and
dental benefits to employees who retire from State service or who terminated with at least 20 years of State service
who meet one or more of the eligibility requirements, such as age, length of service, and hire date. Generally those
who retire must have at least 10 years of retirement service credit to qualify for State funded benefits. Benefits are
effective at date of retirement when the employee is eligible for retirement benefits. These benefits are provided
through annual appropriations by the General Assembly to the Department for its active employees and to the State
Budget & Control Board for all participating State retirees, except the portion funded through the pension surcharge,
and provided from other applicable revenue sources of the Department for its active employees who are not funded
by State General Fund appropriations. The State finances health and dental plan benefits on a pay-as-you-go basis.
Approximately 21,000 State retirees met these eligibility requirements as of June 30, 2000.

The Department recorded employer contribution expenditures applicable to these benefits in the amount of
approximately $7,194,000 for active employees for the year ended June 30, 2000. As discussed in Note 11, the
Department paid approximately $1,352,000 applicable to retiree insurance surcharges included with the employer
contributions for retirement benefits. These amounts were remitted to the South Carolina Retirement Systems for
distribution to the Office of Insurance Services for retiree health and dental insurance benefits. Information regarding
the cost of insurance benefits applicable to the Department retirees is not available. By State law, the Department
has no liability for retirement benefits. Accordingly, the cost of providing these benefits for retirees is not included in
the accompanying financial statements.

In addition, the State General Assembly periodically directs the Retirement Systems to pay supplemental (cost of
living) increases to retirees. Such increases are primarily funded from System's earnings; however, a portion of the
required amount is appropriated from the State General Fund annually for the SCRS and PORS benefits.

NOTE 13. DEFERRED COMPENSATION PLANS

Several optional deferred compensation plans are available to State employees and employees of its political
subdivisions. Certain employees of the Department have elected to participate. The multiple-employer plans,
created under Internal Revenue Code Sections 457, 401(k) and 403(b), are administered by third parties and are not
included in the Comprehensive Annual Financial Report of the State of South Carolina. Employees may withdraw the
current value of their contributions when they terminate State employment. Employees may also withdraw
contributions prior to termination if they meet requirements specified by the applicable plan. Compensation deferred
under the plans is placed in trust for the contributing employee. The State has no liability for losses under the plans.

The State appropriated funds from unspent Fiscal Year 1998-1999 general fund appropriations above the ten percent
set aside, for contributions to 401(k) accounts of eligible state employees whose salaries are funded from State
General Fund appropriations. In addition, the 2000 Appropriation Act required agencies to match certain 401(k)
contributions by employees whose salaries are funded from other applicable revenue sources. The appropriated
401(k) match was limited to $300. To be eligible, an employee must have met the following eligibility requirements:
1.) The employee was a permanent full-time State employee for 24 continuous months as of July 1, 1999 and
employed on the date of distribution and 2.) The employee established a 401(k) account with annual contributions
equal to the match (this requirement is not required for employees earning less than $20,000). In April, 2000, the
Department made contributions from State appropriations and other applicable funding sources of $118 in total to the
401(k) account of each eligible State employee for the total of approximately $200,000 for all of the Department's
employees.
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NOTE 14. OPERATING LEASES

The Department is obligated under certain operating leases for real property which expire in various years through
2028. The future obligations under these noncancellable leases with an initial or remaining term at June 30 of one
year or more are as follows:

Year ending June 30, 2001
2002
2003
2004
2005
Thereafter 2
Total $ 27

N = = e

Lease payments for real property during the year ended June 30, 2000 were approximately $102,000.

The Department is obligated under operating leases for equipment which expire in various years through fiscal year
2005. The future obligations under these noncancellable leases with initial or remaining terms at June 30 of one year
or more are as follows:

Year ending June 30, 2001 $ 23,157
2002 20,252
2003 10,862
2004 4,669
2005 2,891
Total $ 61,831

Lease payments for equipment during the year ended June 30, 2000 were approximately $157,000.

NOTE 15. CAPITAL IMPROVEMENT BONDS

In prior years the State authorized use of funds for capital projects using the proceeds of State Capital Improvement
Bonds and Departmental Capital Improvement Bonds. The State Capital Improvement Bonds are issued as general
obligations of the State and do not have to be repaid by the Department and, therefore, are not recorded as a
Department liability. The Department is liable for repayment of the Departmental Capital Improvement Bonds (see
Note 16 regarding intrastate notes payable.) The authorized funds can be requested as needed when approval to
begin specific projects has been obtained from State authorities.

A summary of active Capital Improvement Bonds as of June 30, 2000 is as follows:
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Amount Authorized
Authorized at and Drawn in
June 30,2000 Prior Years
State Capital Improvement Bonds
Act 194 of 1979 $ 407,828 $ 388,628
Act 518 of 1980 2,983,919 2,962,868
Act 538 of 1986 2,300,000 1,956,303
Total $ 5,691,747 $5,307,799
Departmental Capital Improvement Bonds
Act 646 of 1978 $ 1,938,290 $1,646,867
Act 179 of 1981 1,392,093 1,386,942
Act 638 of 1988 2,100,000 38,763
Total $ 5,430,383 $3,072,572
Totals $11,122,130 $8.380,371

Drawn in
Current Year

$ 2426

Undrawn at
June 30, 2000

$ 16,774
21,051
343,697

2,426

$___2426

$ 381,522

$ 291,423
5,151
2,061,237
$2,357,811

$2,739,333

NOTE 16. INTRASTATE NOTES PAYABLE

Intrastate notes payable to the State Budget and Control Board are for funds advanced for the financing of capital
project expenditures from Departmental Capital Improvement Bonds (see Note 15). Future resources to repay these
debts are to be provided from client fees. During the year ended June 30, 2000, the Department paid approximately

$276,000 of principal and approximately $133,000 of interest on these notes.

A summary of the outstanding notes as of June 30, 2000 follows:

Original
Issue Face Maturity
Date Amount Date
06/08/87 735,669 12/01/06
06/01/93 2,288,348 06/01/09

(A) For the year ended June 30, 2001

Interest
Rate

6.400%
6.650%

Annual
Principal

Installment(A)

Unpaid Principal

Balance
June 30, 2000

37,000
132,320

259,000
1,557,424

$ 1.816.424

Annual payments of principal are due on the notes with interest being payable semiannually.
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Details of annual debt service, including interest, for each year are as foliows:

Year Ending June 30, Intra-State Notes
2001 $ 286,117
2002 283,749
2003 281,381
2004 279,014
2005 276,645
Thereafter 1,001,818
Total debt service obligations $2,408,724
Less, interest 592,300
Principal balances outstanding

at June 30, 2000 $1.816,424

NOTE 17. CHANGES IN GENERAL LONG-TERM OBLIGATIONS

The following is a summary of changes in general long-term obligations for the year ended June 30, 2000:

Balances Balances -
July 1, 1999 Additions Retirements  June 30, 1999
Compensated Absences Payable (A) $ 7,584,948 $ 145,906 $ 0 $ 7,730,854
Intrastate Notes Payable $ 2,092,365 3 0 $ 275941 $ 1,816,424
Totals $ 9,677,313 $ 145906 $ 275941 $ 9,547,278

(A) Changes in compensated absences payable are reflected at net since details to support gross increases
and decreases are not available.

NOTE 18. MEDICAID COST REIMBURSEMENT

Medicaid revenues are received under cost reimbursement agreements from Medicaid intermediaries. For the year
ended June 30, 2000, these reimbursements were approximately $177,000,000. Reimbursements are subject to
examination and adjustments by the governmental intermediary. Adjustments to cost reimbursements are recorded
in the period in which they are received. During the year ended June 30, 2000, the Department received Medicaid
adjustments of approximately $2,600,000 and $3,500,000 for settlements resulting from examinations of the fiscal
years ending June 30, 1998 and June 30, 1999 respectively. The Department expects additional examinations of the
fiscal year ended June 30, 1999 will result in additional positive adjustments of approximately $8,300,000 to be
received with future Medicaid reimbursements. The Medicaid desk audits for the years ended June 30, 1999 and
June 30, 2000 have not been completed as of the date of this report.

Proviso 11.4 of the 2000 Appropriations Act authorized the Department to retain and carry forward funds received due
to prior year settlements under Medicaid funded contracts.

22



NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

NOTE 19. CONTINGENCIES

The Department is involved in a number of legal proceedings and claims with various parties arising in the normal
course of business. These proceedings and claims cover a wide range of matters including personal injury, medical
malpractice, and negligence. In some of these cases, the remedies that may be sought or damages claimed are
substantial. Because, in the opinion of management and counsel, the risk of material loss in excess of insurance
coverage for these events is remote, the outcome of the legal proceedings and claims is not expected to have a
material adverse effect on the financial position of the Department. Therefore, an estimated liability has not been
recorded. The outcome of any litigation has an element of uncertainty.

The various federal programs administered by the Department for fiscal year 2000 and prior years are subject to
examination by the federal grantor agencies. At the present time, amounts which may be due federal grantors, if any,
have not been determined but the Department believes that any such amounts in the aggregate would not have a
material adverse effect on the financial position of the Department.

NOTE 20. TRANSFER FROM DEBT SERVICE FUND TO GENERAL FUND

For the year ended June 30, 2000 the Department transferred $126,000 from the Debt Service Fund to promote
expanded prenatal diagnosis of mental retardation and related defects by the Greenwood Genetics Center pursuant
to Proviso 11.3 of the 2000 Appropriations Act.

NOTE 21. FUND BALANCE RESERVED FOR CAPITAL PROJECTS

The fund balance reserved for capital projects is comprised of excess debt service funds (approximately
$12,900,000), transfers due from excess debt funds (approximately $3,900,000), proceeds from the sale of real
property (approximately $1,500,000), capital improvement bonds authorized but undrawn (approximately $2,700,000;
see Note 15) and departmental funds (approximately $200,000).

The Department receives approval at various intervals to use excess debt service funds from client fees revenues for
capital projects. The funds when collected remain in the debt service fund until they are transferred by the State
Treasurer to excess debt service reserve account when capital projects are approved. Funds are transferred by the
State Treasurer from the excess debt service reserve account to specific capital project accounts when needed to
meet expenditures incurred. The amount of excess debt service funds transferred from the debt service fund to
excess debt service reserve in the capital projects fund during the year ended June 30, 2000 was approximately
$7,800,000. Approximately $1,700,000 was transferred from excess debt service reserve to specific capital projects
accounts to meet expenditure needs during the year ended June 30, 2000.

Proviso 11.2 of the 1999-2000 Appropriations Act authorizes the Department to retain proceeds from the sale of
excess real property in the capital projects fund and to use the funds for the purchase of land and the construction of
community residences.

In prior years the Department requested and received approval from the Budget and Control Board to transfer funds
from its general fund to the capital projects fund to fund specific capital projects. Once transferred, the funds are
retained in the capital projects funds until the completion of the approved projects. No additional funds were
transferred during the 1999-2000 fiscal year.

NOTE 22. FUND BALANCE RESERVED FOR WORK ACTIVITIES

Proviso 11.1 of the 2000 Appropriations Act authorized the Department to retain funds earned from production
contracts of Work Activity Training Programs for individuals with mental retardation and related disabilities to use for
other operating expenses and/or permanent improvements of these Work Activity Training Programs.
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30. 2000 (CONTINUIFD)

NOTE 23. TRANSACTIONS WITH STATE ENTITIES

The Department has significant transactions with the State of South Carolina and various State agencies. As
required by Section 44-20-355 of the 1976 Code of Laws of South Carolina, as Amended, the Department collected a
$8.50 per day Patient Day Fee from all State Intermediate Care Facilities for the Mentally Retarded and remitted the
fees to the General Fund of the State. The amount collected and remitted in the fiscal year end June 30, 2000 was
approximately $6,900,000. In addition, the Department remitted $3,900,000 of Medicaid indirect cost recoveries to
the State in the fiscal year ended June 30, 2000.

Services received at no cost from State agencies include maintenance of certain accounting records and payroll and
disbursement processing from the Comptroller General; check preparation, banking, and investment functions from
the State Treasurer; legal services from the Attorney General; and records storage from the Department of Archives
and History. Other services received at no cost from the various divisions of the South Carolina State Budget and
Control Board include retirement plan administration, insurance plans administration, audit services, grant services,
personnel management, assistance in the preparation of the State Budget and record keeping and review and
approval of certain budget amendments, procurement services and other centralized functions.

The Department had financial transactions with various other State agencies during the fiscal year. Significant
payments were made to divisions of the South Carolina State Budget and Control Board for retirement and insurance
plans contributions, insurance coverage, telephone, and interagency mail and supplies. Significant payments were
also made for unemployment and worker's compensation coverage for employees. The amounts of 2000
expenditures applicable to related party transactions are not readily available. The approximately $85,000 due to
other state agencies represents an amount paid subsequent to fiscal year end to various agencies.

The Department provided no significant services to any other State agencies during the fiscal year ended June 30,
2000.

NOTE 24. RISK MANAGEMENT

The Department is exposed to various risks of loss and maintains State or commercial insurance coverage for certain
of those risks. Management believes such coverage is sufficient to preclude any significant uninsured losses for the
covered risks. There were no significant reductions in insurance coverage from coverage in the prior year.

Settled claims have not exceeded this coverage in any of the past three years. The Department pays insurance
premiums to certain other State agencies and commercial insurers to cover risks that may occur in normal
operations.

The insurers promise to pay to or on behalf of the insured for covered economic losses sustained during the policy
period in accord with insurance policy and benefit program limits except for the deductibles.

State management believes it is more economical to manage certain risks internally and to set aside assets for claim
settlement. Several State funds accumulate assets and the State itself assumes substantially all risks for the
following:

Claims of State employees for unemployment compensation benefits (Employment Security
Commission);

2. Claims of covered employees for workers’ compensation benefits for job-related illnesses or injuries
(State Accident Fund);

3. Claims of covered public employees for health and dental insurance benefits (Office of Insurance
Services); and

4. Claims of covered public employees for long-term disability and group-life insurance benefits (Office of
Insurance Services).

Employees elect health coverage through either a health maintenance organization or through the State’s self-insured
plan. All of the other coverages listed above are through the applicable State self-insurance plan except dependent
and optional life premiums which are remitted to commercial carriers.
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NOTES TO FINANCIAL STATEMENTS - YEAR ENDED JUNE 30, 2000 (CONTINUED)

The Department and other entities pay premiums to the State’s Insurance Reserve Fund (IRF) which issues policies,

accumulates assets to cover the risks of loss, and pays claims incurred for covered losses related to the following
assets, activities, and/or events:

Natural disasters; and
Medical malpractice claims against covered hospitals and employees.

1. Theft of, damage to, or destruction of assets;

2. Real property, its contents, and other equipment;
3. Motor vehicles;

4. Torts;

5.

6.

The IRF is a self-insurer and purchases reinsurance to obtain certain services and specialized coverage and to limit

losses in the areas of property, boiler and machinery, automobile liability, and medical professional liability insurance.
The IRF's rates are determined actuarially.

The Department self insures for collision damage to Department owned vehicles because it estimates the cost of
repairs will be less than the cost of insurance. No material payments for collision damage to Department owned
vehicles were made in the fiscal year ended June 30, 2000.

The Department obtains up to $200,000 per occurrence coverage through a commercial insurer for employee fidelity
bond insurance for all employees for losses arising from theft or misappropriation. The Department self insures

above this amount because it feels the likelihood of loss is remote. No payments for uninsured losses were made
during the fiscal year ended June 30, 2000.

The Department has recorded insurance premium expenditures in the applicable programmatic expenditure.
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South Carolina Department of Disabilities and Special Needs

Combining Balance Sheet - All Special Revenue Funds

June 30, 2000

ASSETS

Cash

Due from Grantors
Advances to Other Funds
Inventories

TOTAL ASSETS

LIABILITIES AND FUND EQUITY

Liabilities:
Accounts Payable
Accrued Payroll and Related Benefits
Due to the General Fund of the State
Due to Other Funds
Deferred Revenue

TOTAL LIABILITIES
Fund Equity:

Fund Balances:
Reserved for Work Activities

TOTAL FUND EQUITY

TOTAL LIABILITIES AND
FUND EQUITY

Federal Work

Funds Activities Total
$ 81,036 81,036
$ 310,772 310,772
12,500 12,500
1,534 1,534
$ 312,306 93,536 405,842
$ 104,821 $ 4,392 109,213
5,150 5,150
387 387
200,414 200,414
1,534 1,534
$ 312,306 $ 4,392 316,698
$ $ 89,144 89,144
$ $ 89,144 89,144
$ 312,306 93,536 405,842
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South Carolina Department of Disabilities and Special Needs

Combining Statement of Revenues, Expenditures,

and Changes in Fund Balances

All Special Revenue Funds
For the Fiscal Year Ended June 30, 2000

Revenues:
Federal Grants and Reimbursements
Work Activity Centers

Total Revenues

Expenditures:
Administration
Prevention
Mental Retardation Family Support
Mental Retardation Community Residential
Autisim Family Support
Autism Community Residential
Head and Spinal Cord Injury Family Support
Head and Spinal Cord Injury Community Residential
Regional Centers Residential

Total Expenditures
Excess Revenues Over (Under) Expenditures
Other Financing Sources (Uses):
Indirect Costs Remitted to the
General Fund of the State
Indirect Cost Recoveries Retained for
Agency Use
Total Other Financing Sources (Uses)
Excess Revenues and Other Financing
Sources Over (Under) Expenditures and
Other Financing Uses

Fund Balances, July 1, 1999

Fund Balances, June 30, 2000
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Federal Work
Funds Activities Total
$ 1,401,767 $ 1,401,767
$ 102,379 102,379
$ 1401767  $§ 102,379 $ 1,504,146
$ 434 $ 434
200,233 200,233
975,472 975,472
21,047 21,047
34,640 34,640
6,649 6,649
2,629 2,629
2,796 2,796
134,582 $ 122,826 257,408
$ 1,378,482 $ 122826 $ 1,501,308
23,285 $ (20,447) $ 2,838
$ (16,802) $ (16,802)
(6,483) (6,483)
$ (23,285) $ $ (23,285)
$ $ (20,447) $ (20,447)
109,591 109,591
$ 89,144 89,144




SOUTH CAROLINA DEPARTMENT OF DISABILITIES AND SPECIAL NEEDS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2000

Federal Passed
CFDA Through to
Federal Grantor/Program Title Number Expenditures Subrecipients Contract Number
U.S. Department of Agriculture
Direct Programs:
Food Distribution (A), (C) 10.550 $8,852
School Breakfast Program (B) 10.553 34,125
National School Lunch Program (B) 10.555 48,863
TOTAL U.S. DEPARTMENT OF AGRICULTURE $91.840
U.S. Department of Education
Pass Through Programs:
Special Education--Preschool Grants
(S.C. State Department of Education) 84.173 $54,889 00-CG-503
Special Education--Grants to States 00-CA-503/
(S.C. State Department of Education) 84.027 173,943 00-CR-503
TOTAL U.S. DEPARTMENT OF EDUCATION $228,832
U.S. Department of Health and Human Services
Direct Programs:
Cooperative Agreements for State Treatment Outcomes
and Performance pilot Studies Enhancement 93.238 $120,000 $120,000 U50/CCU416008-02
Developmental Disabilities Projects of National Significance 93.631 20,230 90DF0018/01
Traumatic Brain Injury--State Demonstration Grant Program 93.234 2,967 P05 MC 0001001 S1 R2
Pass Through Programs:
Child Care and Development Block Grant B90281CC/
(S.C. Department of Health and Human Services) 93.575 826,184 B00281CC
Developmental Disabilities Basic Support and Advocacy Grant
(S.C. Governor's Office) 93.630 48,005 912-21-0030
Disabilities Prevention
(University of South Carolina) 93.184 26,793 00-557
Injury Prevention and Control Research and
State and Community Based Programs
(University of South Carolina) 93.136 9,920 00-564
TOTAL U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES $1,054,099 $120,000
Federal Emergency Management Agency
Direct Programs:
Public Assistance Grants 83.544 $118,836
TOTAL FEDERAL EMERGENCY MANAGEMENT AGENCY $118,836
TOTAL FEDERAL ASSISTANCE $1,493,607 $120,000
LESS NON-CASH ASSISTANCE (A) 8,852
TOTAL CASH ASSISTANCE $1,484,755 $120,000
Reported In:
General Fund 82,988
Special Revenue Fund 1,401,767 120,000
Total All Cash Grants $1,484,755 $120,000

(A) Non-cash grants.
(B) Reimbursement is based on a set amount per meal claimed. This amount represents expenditures in an amount equal to revenues.
(C) Value of USDA non-cash commodities on hand at June 30, 2000 was $1,534. During fiscal year 2000 the Department received $6,593
and consumed $8,852 of commaodities.
NOTE: The Department used the modified accrual basis method of accounting in preparing the above Schedule. This is the
same basis of accounting used by the Department in the preparation of its financial statements.
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Rd ROGERS & LABAN PA

CERTIFIED PUBLIC ACCOUNTANTS AND FINANCIAL CONSULTANTS

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Mr. Thomas L. Wagner, Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

We have audited the financial statements of the South Carolina Department of Disabilities
and Special Needs (the Department) as of and for the year ended June 30, 2000 and have
issued our report thereon dated March 21, 2001. We conducted our audit in accordance with
generally accepted auditing standards and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States. '

Compliance

As part of obtaining reasonable assurance about whether the Department’s financial
statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance that are required to be reported under Government

Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Department’s internal control over
financial reporting in order to determine’ our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the
internal control over financial reporting. However, we noted a matter involving the internal
control over financial reporting and its operation that we consider to be a reportable
condition. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the internal control over financial

29

1529 HAMPTON STREET, SUITE 200 + COLUMBIA, SC 29201 + (803) 779-5870 + FaX (803) 765-0072 + E-MAIL: ROGLAB@USIT.NET

CPAuemcs SCACPA

Invesmment Advisory Services Offered Securities Offered Through 15t Global Insurance Services Offered Through 8150 N. Central Expressway, Suite M-1000
Through Ist Global Advisors, Inc. Capital Corp Member NASD, SIPC Izt Globul Insurance Service, Inc. Dallus, TX 75206 + 800-959-8440



reporting that, in our judgment, could adversely affect the Department’s ability to record,
process, summarize and report financial data consistent with the assertions of management
in the financial statements. The reportable condition is described in the accompanying
schedule of findings and questioned costs as item 00-1.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. Our consideration of the internal
control over financial reporting would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily disclose
all reportable conditions that are also considered to be material weaknesses. However, we
believe the reportable condition reported is a material weakness.

We also noted one other matter involving the internal control over financial reporting as
noted on page 35.

This report is intended solely for the information and use of the Commission members and
management of the South Carolina Department of Disabilities and Special Needs, federal

awarding and pass-through agencies, and is not intended to be and should not be used by
anyone other than these specified parties.

/&,7”, 4 Lelow, PA

Columbia, South Carolina
March 21, 2001
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Bd ROGERS & LABAN PA

CERTIFIED PUBLIC ACCOUNTANTS AND FINANCIAL CONSULTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Mr. Thomas L. Wagner, Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

Compliance

We have audited the compliance of the South Carolina Department of Disabilities and
Special Needs (the Department) with the types of compliance requirements described in the
U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that
are applicable to its major federal program for the year ended June 30, 2000. The
Department’s major federal program is identified in the summary of auditor’s results section
of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to its major federal
program is the responsibility of the Department’s management. Our responsibility is to
express an opinion on the Department’s compliance based on our audit.

We conducted our audit of compliance in accordance with generally accepted auditing
standards; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards
and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred
to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about the Department’s compliance
with those requirements and performing such other procedures as we considered necessary
in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination on the Department’s compliance with those
requirements. )

In our opinion, the Department complied in all material respects, with the requirements
referred to above that are applicable to its major federal program for the year ended June 30,
2000. However, the results of our auditing procedures disclosed an instance of
noncompliance with these requirements, which is required to be reported in accordance with
OMB Circular A-133 and which is described in the accompanying schedule of findings and
questioned costs as item 00-2.
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Internal Control Over Compliance

The management of the Department is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered the
Department’s internal control over compliance with requirements that could have a direct
and material effect on a major federal program in order to determine our auditing procedures

for the purpose of expressing our opinion on compliance in accordance with OMB Circular A-
133.

We noted a matter involving the internal control over compliance and its operation that we
consider to be a reportable condition. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control
over compliance that, in our judgment, could adversely affect the Department’s ability to
administer a major federal program in accordance with the applicable requirements of laws,
regulations, contracts and grants. The reportable condition is described in the accompanying
schedule of findings and questioned costs as item 00-2.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that
noncompliance with the applicable requirements of laws, regulations, contracts and grants
that would be material in relation to a major federal program being audited may occur and
not be detected within a timely period by employees in the normal course of performing their
assigned functions. Our consideration of the internal control over compliance would not
necessarily disclose all matters in the internal control that might be reportable conditions
and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we believe that the item noted is not a
material weakness.

This report is intended solely for the information and use of the Commission members and
management of the South Carolina Department of Disabilities and Special Needs, federal

awarding and pass-through agencies, and is not intended to be and should not be used by
anyone other than these specified parties.

E,_;m,. A Lchon PA

Columbia, South Carolina
March 21, 2001
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SOUTH CAROLINA DEPARTMENT OF DISABILITIES
AND SPECIAL NEEDS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2000

SUMMARY OF AUDITORS’ RESULTS

FINANCIAL STATEMENTS:

An unqualified opinion dated March 21, 2001 on the financial statements of the Department
for the year ended June 30, 2000 was issued.

2. One reportable condition in internal control over financial reporting was disclosed during the
audit of the financial statements. The condition is a material weakness.

3. No instances of noncompliance that were material to the financial statements were noted
during the audit.

FEDERAL AWARDS

4. One reportable condition disclosed during the audit of the major federal award program is
reported below. This condition was not considered a material weakness.

5. An unqualified opinion on compliance for its major program date March 21, 2001 was
issued.

6. One reportable condition in internal control over compliance relative to the major federal
award program for the Department is reported below as required by Section .510(a) of OMB
A-133. This condition was not considered a material weakness.

7. The major program of the Department is the Child Care and Development Block Grant
(CFDA 93.575).

8. The dollar threshold used to distinguish between Type A and Type B programs was
$300,000.

9. The Department was not determined to be a low risk auditee.

FINDINGS - FINANCIAL STATEMENT AUDIT

00-1 REVIEW OF BANK RECONCILIATIONS NOT ADEQUATELY PERFORMED OR
DOCUMENTED

The Department is not adequately reviewing the various bank reconciliations that it prepares on
the various cash accounts. The various reconciliations to the State Treasurer's accounts are
stapled together and the reviewer’s initials are only on the top reconciliation. There are no
initials of a reviewer to indicate a review of the client fund’s bank account reconciliations is
being performed. A similar finding was contained in last year's management letter comments.

Our review of the various bank reconciliations disclosed unreconciled differences in several of
the accounts. One of the unreconciled differences was approximately $39,000. Also, several
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of the reconciliations listed reconciling items that were over one year old. In addition, the
reconciliations of the various client fund bank accounts detailed unposted deposits totaling
approximately $250,000 that were posted by the bank of State Treasurer on June 29" or 30
and the reviewer of the reconciliations did not determine that an adjusting entry should be made
to the Department’s books for them to record these unposted items. An audit adjustment was
made for this understatement of cash and liabilities.

It appeared that the $250,000 was not posted by the Department because they felt that the funds
were not available to fund client expenditures at June 30, 2000. These funds represented the July
payment of social security benefits that were wired in June due to July 1* falling on a weekend.

Good internal controls require that an adjustment be recorded for differences identified in the
reconciliation process, when applicable, and an adequate review of all bank reconciliations be
performed by a responsible supervisor. Furthermore, the Statewide Accounting and Reporting
System_Manual prescribes the error detection and correction process which includes monthly
reconciliation of cash balances, review and approval in writing by an appropriate agency official
and the prompt correction of errors.

We recommend that each reconciliation be initialed and dated by the reviewer. The reviewer
should also make sure that all necessary adjustments have been made in a timely manner and
that there are no unreconciled differences shown on the reconciliations.

FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

00-2 DEPARTMENT OF HEALTH AND HUMAN SERVICES - CHILD CARE AND
DEVELOPMENT BLOCK GRANT — CFDA # 93.575

Statement of Condition: The amount shown on the family application as income or family size
did not support the amount of copay required for five out of fifty children’s files tested to
determine if the correct amount of copay was required from the family. Further review of the
applicant’s file with the Department revealed that the correct amount of copay was being
required in 3 of the cases. In two of the cases, the families were not required to pay the full
amount of the copay based on their family size and income.

Criteria: The grant requires families to contribute a certain amount of the childcare expenses
based on family size and income.

Effect of Condition: Overpayment of federal share of childcare payments.

Cause of Condition: Failure to update the information shown on the application to show the
correct amount of family income or family size. Also, lack of second review to determine that
amounts were calculated correctly.

Recommendation: The Department should document in each file the calculation of family
income and family size. The information on the application should be updated if found to be
incorrect. Also, the calculations should be verified by a second individual to ensure that errors
do not occur.

34



SOUTH CAROLINA DEPARTMENT OF DISABILITIES
AND SPECIAL NEEDS

MANAGEMENT LETTER COMMENT
FOR THE FISCAL YEAR ENDED JUNE 30, 2000

EQUIPMENT DELETIONS NOT RECORDED

Our testing of the physical observation of ten equipment items located at the central
administrative office disclosed that two of the items were disposed of but were not removed
from the listing of equipment on hand. Also, based on a discussion with Department personnel,
we determined that a fixed asset observation performed after the disposals failed to show that
the two items were no longer on hand. A test of ten additional items did not disclose any
exceptions.

We recommend that additional care be taken to ensure that all disposals are recorded in the
fixed asset system. In addition, personnel performing the fixed asset observation should be
reminded of the importance of verifying that all items on the listing are still in the Department’s
possession.
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SOUTH CAROLINA DEPARTMENT OF DISABILITIES
AND SPECIAL NEEDS

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

X-1 DUE FROM THE GENERAL FUND OF THE STATE AND REVENUE UNDERSTATED

This finding was corrected prior to the issuance of the prior audit report. No further follow up
required.

X-2 DEPARTMENT OF HEALTH AND HUMAN SERVICES — CHILDCARE AND
DEVELOPMENT BLOCK GRANT — CFDA #93.575

The reimbursement in excess of costs of $23,540 was returned to the Department of Health
and Human Services (the grantor).
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SOUTH CAROLINA DEPARTMENT OF DISABILITIES
AND SPECIAI NFFDS

PRIOR AUDIT MANAGEMENT LETTER COMMENTS
An audit similar in scope was performed for the year ended June 30, 1999 and the report
thereon was dated March 17, 2000. The final report contained four management letter
comments.

Adequate corrective action was taken on the following findings.

1. Employee profile sheets incorrect.
2. Agency fund checks prepared in advance.
3. Department unable to locate vouchers for testing.

A similar finding regarding no documentation of review of bank reconciliations is contained in
this year’s Schedule of Findings and Questioned Costs as item # 00-1.
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April 9, 2001

Mr. Barry Laban

Rogers & Laban, P.A.

1529 Hampton Street, Suite 200
Columbia, South Carolina 29202

Dear Mr. Laban:

South Carolina Department of Disabilities and Special Needs submits the following corrective
action plan for the fiscal year ended June 30, 2000.

00-1 REVIEW OF BANK RECONCILIATIONS NOT ADEQUATELY PERFORMED OR
DOCUMENTED

Recommendation: The Department should require the reviewer of reconciliations to initial and
date each reconciliation. The reviewer should also make sure that all necessary adjustments
have been made in a timely manner and that there are no unreconciled differences shown on
the reconciliations .

Action Taken: We will continue to review our bank reconciliation documentation procedures,
and to resolve any unreconciled items. While we had considered one signature on an entire set
of reconciliations adequate, we will adopt the procedure of signing each reconciliation
separately. With regard to the length of time reconciling items may be carried, we will continue
with our current policy of allowing 18 months. We feel this is reasonable. With regard to the
$250,000 in July Social Security payments, we concur that they should be included for financial
statement purposes only, and the accompanying financial statements do include them. The
Department was fully aware of these deposits, and had identified them. For proper
management of clients’ funds, these deposits could not be recorded through the regional
banking systems until July 1. These deposits were all addressed promptly in July.

00-2 DEPARTMENT OF HEALTH AND HUMAN SERVICES — CHILD CARE AND
DEVELOPMENT BLOCK GRANT - CFDA#93.575
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Mr. Barry Laban
April 9, 2001
Page 2

Recommendation: The Department should document in each file the calculation of family
income and family size. The information on the application should be updated if found to be
incorrect. Also, the calculations should be verified by a second individual to ensure that errors
do not occur.

Action Taken: The application is completed by the individual applicant. The Department
requests information to support family income and family size in addition to the application.
This information is included as part of the official application file, and is used along with the
application to determine eligibility and copay amount. The Department will continue this
practice, and the application as submitted will not be changed. The Department will formally
document its determination of copay based on family income and size beginning with new
applications received May 1, 2001, or later. This documentation along with the entire
application file will clearly support compliance with the grant requirements. The two instances
noted in the audit report resulted in a total potential federal overpayment of $160, or less than
0.3% of the total potential payments included in the review.

EQUIPMENT DELETIONS NOT RECORDED

Recommendation: The Department should take additional care to ensure that all disposals
are recorded in the fixed asset system. In addition, personnel performing the fixed asset
observation should be reminded of the importance of verifying that all items on the listing on still
in the Department’s possession.

Action Taken: Additional care will be taken to ensure that all fixed asset disposals are
recorded in the fixed asset system. Personnel performing fixed asset observations will be
reminded of the importance of verifying that all items on the listing are still in the Department’s
possession prior to the next inventory observations.

For questions concerning this corrective action plan, please contact me at (803) 898-9698 or
Barry Richardson, Manager of General Ledger Control at (803) 898-9736.

Sincerely,

e [

Director of Finance
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